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SUBJECT: ITALIAN ECONOMIC OUTLOOK PAPER PREPARED FOR SPTEMBER 27 
MEETING OF ECONOMIC POLICY COMMITTEE OF OECD IN WASHINGTON 

SUMMARY. 

EMBASSY HEREWITH TRANSMITS THE TEXT OF A PAPER ON THE 
ITALIAN ECOMONIC OUTLOOK THAT DR. SILVANO PALUMBO, ADVISER 
TO THE ITALIAN MINISTER OF THE TREASURY, SUBMITS AS HIS 
PERSONAL CONTRIBUTION TO THE SEPTEMBER 27 MEETING IN 
WASHINGTON OF THE ECONOMIC POLICY COMMITTEE OF THE OECD. 

ORIGINAL TEXT AND TABLES (NOT INCLUDED HEREIN) 

WILL BE POUCHED SEPTEMBER 15. END SUMMARY. 

2. AT THE END OF THE SUMMER PERIOD IT IS POSSIBLE TO 

DRAW A FIRST SUMMARY OF THE ECONOMIC DEVELOPMENTS IN ITALY 
DURING THE FIRST HALF OF 1978 AND TO MAKE SOME PROJECTIONS 
FOR THE WHOLE YEAR. 

3. THE POSITIVE ASPECTS ARE ESSENTIALLY : 

- THE BALANCE OF PAYMENTS WITH A SURPLUS OF 3,400 BILLION 
LIRE ($3,888 MILLION) FOR THE FIRST SEVEN MONTHS OF 
1978, COMPARED WITH A DEFICIT OF 730 BILLION LIRE 
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($815 MILLION) FOR THE CORRESPONDING PERIOD OF LAST YEAR; 

THE PROGRESS IN THE OVERALL EXTERNAL POSITION, WITH AN 
INCREASE OF $1.3 BILLION IN FOREIGN EXCHANGE RESERVES 
AND A REDUCTION OF $2.1 BILLION IN THE OFFICIAL 
EXTERNAL DEBT POSITION. 

LESS SATISFACTORY, EVEN IF NOT ENTIRELY NEGATIVE: 

-THE RATE OF INFLATION, THAT CAN NOW BE CALCULATED AT 8 
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PERCENT IN YEARLY AVERAGE FOR WHOLESALE PRICES 
AND AT 12 PERCENT FOR CONSUMER PRICES; 

-ECONOMIC GROWTH WHICH, AFTER A 2.2 PERCENT INCREASE 
IN THE FIRST QUARTER OF THE YEAR, DURING THE SECOND 
QUARTER HAD ONLY AN INCREASE OF 0.5 PERCENT IN 
INDUSTRIAL PRODUCTION; CONSEQUENTLY, THE FIRST SIX 
MONTHS OF 1978 REGISTERED A NEGATIVE DEVELOPMENT IN 
COMPARISON TO THE CORRESPONDING PERIOD OF 1977. 

3. THE RATE OF UNEMPLOYMENT IS STILL HIGH, AT 6.8 PERCENT 
IN APRIL, AGAINST 6.6 PERCENT IN 1977. 

4. TAKING INTO CONSIDERATION THE VARIOUS ELEMENTS THE 
FORECAST FOR ECONOMIC GROWTH FOR THE ENTIRE 1978 SHOULD 
BE FIXED AT 2 TO 2.5 PERCENT, AS A CONSEQUENCE OF SLOWER 
PROGRESS THAT THAT ANTICIPATED A FEW MONTHS AGO. FIXED 
INVESTMENTS AND CONSUMPTION SHOULD BE KEPT AT THE 
ANTICIPATED LEVELS OF PLUS 2.5 PERCENT AND MINUS 0.3 
PERCENT, RESPECTIVELY WHILE THERE SHOULD BE SOME 
REDUCTION OF STOCKS. 

5. WAGE INCREASE INDICATORS ARE MAINLY IN RELATION TO 

THE INDEXATION SYSTEM: THE MINIMUM WAGE IN THE INDUSTRIAL 
SECTOR HAD AN INCAREASE DURING THE FIRST HALF OF 1978 OF 
17 PERCENT AND 7 PERCENT IN COMPARISON TO THE FIRST AND 
SECOND HALF OF 1977. 
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6. THE AVERAGE DEPRECIATION OF THE LIRA IN RELATION TO 
ALL CURRENCIES REMAINED DURING 1978 PRACTICALLY STABLE 
AT 39 PERCENT (IN RELATION TO FEBRUARY 9,1973.) BUT 

THERE WAS AN APPRECIATION OF ALMOST 4 PERCENT IN RELATION 
TO THE U.S. DOLLAR AND DEPRECIATION OF 1 TO 2 PERCENT TO 
THE DM AND HIGHER THAN 10 PERCENT OT THE SWILL FRANC AND 
YEN 

7. THE ITALIAN AUTHORITIES HAVE AS ECONOMIC POLICY 
OBIECTIVES FOR THE NEXT YEARS: 

AN INCREASE IN EMPLOYMENT-A STABLE ECONOMIC GROWTH-A REDUCTION 
OF THE INFLATION REATE TOWARDS THE LEVELS PREVAILING IN OTHER 
INDUSTRIAL COUNTRIES. 

TO REALIZE THESE OBIECTIVES THE ITALIAN AUTHORITIES 
CONSIDER NECESSARY: -FISCAL ACTION, TO SHIFT RESOURCES FROM 
CONSUMPTION TO INVESTMENT, -A LABOR POLICY, TO AVOID TENSIONS 
ON THE SIDE OF COSTS AND A BETTER COMBINATION OF PRODUCTIVE 
FACTORS. 
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9. IN THE ABSENCE OF A CORRECTIVE POLICY, THE NATURAL 
EVOLUTION OF THE SYSTEM IN 1978-1979 WOULD BRING: 

-AN AVERAGE RATE OF GDP IN REAL TERMS OF SOME 3 

PERCENT PER YEAR.-A RATE OF INFLATION BETWEEN 12 AND 14 PERCENT, 

-NO CHANGE IN THE PRESENT (7.1 PERCENT) HIGH LEVEL OF UNEMPLOYMENT, 

-A SURPLUS ON THE BALANCE OF PAYMENTS IN 1978, 

WHICH WILL BE BROUGHT TO ZERO IN 1979, 

-EXPECTATIONS OF INFLATIONARY DEVELOPMENTS AND CONSEQUENT EXCHANGE 
RATE DEPRECIATIONS. 

10. ACCORDING TO THE RECENT DOCUMENT INTRODUCED BY THE 
MINISTER OF THE TREASURY, TO FIGHT AGAINST SUCH TENDENCIES 
IT IS NECESSARY TO COPE WITH THE TWO PRINCIPAL FACTORS 

OF STRUAL INSTABILITY WHICH INFLUENCE COSTS AND 
PRICES: THE EVOLUTION OF PUBLIC FINANCE AND THE COST 
OF LABOR. 

1 . IN THE ABSENCE OF CORRECTIVE ACTION, THE NET 
FINANCING REQUIREMENT OF THE ENLARGED PUBLIC SECTOR WOULD 
INCREASE FROM 21,700 BILLION LIRE IN 1977 TO 33,530 
BILLION LIRE IN 1978 AND TO 43,700 BILLION LIRE IN 1979, 

WITH A RELATION OF THE FINANCING REQUIREMENT OT GDP 
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FROM 12,5 PERCENT AND 18.2 PERCENT. 

12. IN THE FIELD OF COST OF LABOR, IN THE ABSENCE OF 
CORRECTIVE ACTION, ON THE HYPOTHESIS THAT IN ITALY 

COSTS INCREASE IN 1979 BY 10 PERCENT AND IN OTHER INDUSTRIAL 
COUNTIRES BY APPROXIMATELY HALF THAT FIGURE, THE ITALIAN 
DEGREE OF COMPETITIVENESS WOULD BE REDUCED TO THE LEVEL 
PREVAILING IMMEDIATELY BEFORE THE EXCHANGE CRISIS OF 
1976. 

13. THE PROPOSALS INCLUDED IN A THREE- YEAR EFFORT BY THE 
ITALIAN AUTHORITIES TO RE-ESTABLISH THE GENERAL EQUILIBRIUM 
OF THE ITALIAN ECONOMY STRT FROM 1979 ON THESE BASES: 
CONTAINMENT OF THE INCREASE IN THE COST OF LABOR 

PER UNIT OF PRODUCT TO 10 PERCENT, 

-REDUCTION OF THE PUBLIC SECTOR DEFICIT BY 8,350 
BILLION, TO BE REALIZED THROUGH: 

(A) CUTS IN PENSIONS OF 2,400 BILLION LIRE, 

(B) CUTS IN HEALTH EXPENDITURES OF 1,500 BILLION LIRE, 

(C) CUTS IN TRANSFERS TO LOCAL AUTHORITIES OF 500 
BILLION LIRE, 

( TRANSFER TO CENTRAL GOVERNMENT TREASURY OF 
SOME 1,600 BILLION LIRE ASSIGNED TO THE REGIONS 
AND NOT YET SPECT, 

(E) REDUCTION OF SOME 350 BILLION LIRE IN FISCAL REVENUES, 

(G) INCREASE OF PUBLIC INVESTMENTS OF SOME 4,000 
BILLION LIRE (2,250 BILLION COMING FROM TREASURY 
AND THE REST FROM EXTERNAL FINANCING FROM ABROAD). 

IN SUCH A WAY.THE NET FINANCING REQUIREMENT FOR 1979 
WILL BEREDUCED FROM THE PRESENT LEVEL OF 43,720 BILLION 
LIRE TO 37,620 BILLION LIRE, WITH A DININUTION OF 6,100 
BILLION. THE PRECENTAGE IN RELATION TO GDP WOULD 
CONSEQUENTLY BE REDUCED FROM 16.5 PERCENT IN 1978 TO 
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15.7 PERCENT IN 1979. 

14. IN CASE OF SUCCESSFUL EFFORT IN 1979 IT WOULD BE 
POSSIBLE TO RELAIZE ON AN EVERAGE BAISI IN 1979-1981, 

THE FOLLOWING TARGETS: 

-AN INCREASE OF GDP OF 4.5 PERCENT PER YEAR, 

-REDUCTION OF TE INFLATION RATE TO 10.8 PERCENT, 

-CREATION OF NEW JOBS FOR 500-600 THOUSAND WORKERS. 

15. FOR SUCCESSFUL COMPLETION OF THE THREE- YEAR PROGRAM 
IT IS ESSENTIAL THAT ITALIAN EXPORTS INCREASE DURING 
1980-81 AT LEAST BY 6.5 PERCENT PER ANNUM. GARDNER 
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